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1DEFENSE, DEPARTMENT OF
Seven major defense contractors will have their billings to the military services
audited by the House Armed Services Committee "to determine if charges have been 
improperly submitted to the government", according to a recent release from the 
Committee. According to Rep. Bill Nichols (D-AL), Chairman, Armed Services Investi­
gations Subcommittee, "the audit will be conducted with the assistance of 14 auditors 
from the Defense Contract Audit Agency and the General Accounting Office who have 
been specially detailed to the committee for this purpose. He said these seven con­
tractors will be the initial focus of our examination of allowable overhead expenses. 
If time permits, the auditors will review other defense contractors.
INTERIOR, DEPARTMENT OF
The Production Accounting and Auditing System (PAAS) has recently been proposed by
the Minerals Management Service (see the 4/1/85 Fed. Reg., pp. 12828-33). The 
proposal prescribes the information collection requirements necessary to verify that 
mineral production quantities have been reported and used in calculating royalties 
due to the Government from Federal and Indian leases. The result of a recommendation 
by the Commission on Fiscal Accountability of the Nations Energy Resources, the PAAS 
is an integrated computer system, based upon production and processing reports sub­
mitted by lease and facility measurement point operators. The regulations prescribe 
who is to file what form and when. Comments are requested by 5/31/85. For further 
information contact Billie Clark at 303/231-3412.
INTERSTATE COMMERCE COMMISSION
The comment deadline on IOC's proposal to eliminate the uniform system of accounts has
been extended to 10/8/85 (see the 4/2/85 Fed. Reg., pp. 13053-54). The Commission, 
on 2/21/85 proposed to eliminate the USOA and revise the periodic reporting require­
ments for Class I and Class II common and contract motor carriers of property (see 
the 2/25/85 Wash. Rept.). The due date for Garments has been extended in response 
to petitions received from various industries. Comments should be sent to Docket 
No. 38904, Office of the Secretary, Case Control Branch, IOC, Washington, D.C. 20423.
SECURITIES AND EXCHANGE COMMISSION
The current problems of ESM Government Securities, Inc, might not have existed or been
apparent even if the SEC had been successful in its 1977 lawsuit to secure some ESM
records dealing with excessive profit margins, according to testimony by representa­
tives of the SEC in a Congressional hearing on 4/3/85. Appearing before the Govern­
ment Operations Subcommittee on Commerce, Consumer and Monetary Affairs, chaired by 
Rep. Doug Barnard Jr. (D-GA), SEC Chairman John S.R. Shad followed an extensive list 
of witnesses asked by Rep. Barnard to look into the "Ohio Savings and Loan Crisis 
and Collapse of ESM Government Securities". In his prepared statement, Mr. Shad 
reviewed the SEC’s responses to what he characterized as "government securities deal­
er failures" which have occurred since 1977. These, according to Shad, include 
Winters Government Securities Corporation (1977), Drysdale Government Securities 
(1982), Lombard-Wall, Inc. (1982), Lion Capital (1984) and ESM Government (1985).
In dealing with the ESM situation, Mr. Shad related the events leading to the SEC 
complaint in which the "Commission alleged that ESM Government had purchased and 
sold securities for over five years when its audited financial statements failed to
2reflect properly, as required by generally accepted accounting principles, the true 
financial condition of the firm.” Other SBC witnesses, including SBC General Counsel 
Daniel Goelzer, were questioned in detail about an SBC decision not to appeal a 
court decision in 1981 which denied them access to certain of ESM's records. Mr. 
Goelzer replied that after 4 years of litigation, there were no further complaints 
against ESM of the nature which precipitated the original SBC subpoena, that there 
were no allegations or complaints of money being lost by anyone. He further replied 
that the SBC Enforcement Division had concluded that further resources were not 
justified. Mr. Goelzer denied some assertions by a Subccnmittee member that ESM's 
"vigorous" legal defense precipitated the SBC’s decision to drop their action against 
ESM in 1981. Mr. Goelzer recounted the events leading up to its decision to sub­
poena certain of ESM’s records, and ending with its decision not to appeal an ad­
verse court decision, subsequently dropping its case on 6/9/81. At the conclusion 
of the SEC's testimony, Subccnmittee Chairman Barnard complemented the actions of 
the SEC and stated that the ESM situation could have gotten much worse had the SEC 
not moved in and acted.
SMALL BUSINESS ADMINISTRATION
Joe B. Pacheco, Jr., CPA, has been named National Small Business Accountant Advocate
of the year by the U.S. Small Business Administration (SBA). He will be honored
in Washington, D.C. during National Small Business Week, May 5-11. National Small 
Business Week is proclaimed each year to honor the Nation's 14.2 million small busi­
nesses. Pacheco was selected, according to SBA, because of his work in providing 
accounting systems for small businesses and for volunteering his accounting services 
for minority business organizations. Since 1980, he has been self-employed, estab­
lishing Joe Pacheco and Associates, Murray, Utah. Previously, he worked for several 
firms in Utah and as a tax auditor for the State of California. Pacheco has estab­
lished accounting systems for small firms with no compensation, and has donated his 
time as an accounting consultant to such organizations as the Intermountain Contract­
ors Association, Governor's Advisory Council on Hispanic Affairs, the Service Corps 
of Retired Executives (SCORE), and the American Association of Spanish-speaking 
Certified Public Accountants. Pacheco has worked with various organizations to draft 
state small business legislation. He is a member of the Utah Council of Small Busi­
ness, which each year supports changes in regulations and laws that affect small 
business. He is a charter member of the Minority Economic Development Coalition of 
Utah. Pacheco attended the University of Utah where he received a B.S. degree in 
accounting in 1963. He has been an AICPA member since 1967.
SPECIAL: HOUSE SUBCOMMITTEE LOOKS AT COLLAPSE OF ESM GOVERNMENT SECURITIES, INC.
A hearing "regarding the auditing, accounting, business and regulatory practices which
led to the financial failure of ESM Government Securities, Inc." was held by Rep.
John D. Dingell's House Energy and Commerce Subcommittee on Oversight and Investiga­
tions on 4/2/85. Members of the Subcommittee and public heard testimony from:
Thomas Tew, court appointed receiver for ESM, Mr. Robert Kleckner, Executive Partner. 
Alexander Grant & Co., and representatives from the SEC, including A. Clarence 
Sampson, Chief Accountant. Rep. Dingell characterized the hearings as "the third day 
in this Subcommittee's series of hearings into the roles of independent auditors 
and the SEC in assuring that the public receives accurate financial reports." One 
major focus of the hearing, according to Rep. Dingell, was to "question whether 
the ESM fraud would have occurred, or continued for so long, if any of the system 
checks, including the independent auditors, had done their jobs properly. If the 
audit system failed, we must understand how, in order to establish policies which 
will lead to a better system." Mr. Thomas Tew, the court appointed receiver for ESM,
3summarized the events leading to the collapse of ESM as a total confirmation failure. 
Responsibility, he concluded, was shared by the affected financial institutions, mun­
icipalities, and their auditors. Mr. Tew was also asked what more the SEC could 
have done and he responded that they "did an excellent job under the circumstances".
Mr. Robert Kleckner, Executive Partner, Alexander Grant & Co., testified and in 
part stated, "I assure this Committee that my firm and I are committed to a program 
designed to thoroughly investigate this matter, and to the maximum extent humanly 
possible,ensure against a recurrance. However, as I am prepared to demonstrate, my 
firm and I have been and are committed to the highest standards of professional con­
duct and have prescribed and attempted to enforce a system of accounting and auditing 
procedures to ensure the integrity of our audit opinions and the independence of 
the professional staff. However, in this situation, it appears that the system 
was deliberately violated by a gross breach of faith which could not have been rea­
sonably anticipated." Some Subcommittee members criticized the peer review system, 
stating "that it is either failing or there is no peer review system at all."
Chairman Dingell also stated, "We are little by little building a record where 
somebody has to regulate themselves or we are going to regulate them." Another hear­
ing by the Oversight and Investigations Subcommittee is tentatively scheduled for 
4/17/85. No witness list is currently available.
For additional information, please contact Gina Rosasco or Nick Nichols at 
202/872-8190.
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